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Executive Summary



Market Overview
Active Management vs Index Returns

Market Overview

The charts below illustrate the range of returns across managers in Callan’s Separate Account database over the most
recent one quarter and one year time periods. The database is broken down by asset class to illustrate the difference in
returns across those asset classes. An appropriate index is also shown for each asset class for comparison purposes. As an
example, the first bar in the upper chart illustrates the range of returns for domestic equity managers over the last quarter.
The triangle represents the S&P 500 return. The number next to the triangle represents the ranking of the S&P 500 in the
domestic equity manager database.

Range of Separate Account Manager Returns by Asset Class
One Quarter Ended June 30, 2015
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Reversion to the Mean

Returns Take a
Semester Abroad

U.S. ECONOMY

The U.S. GDP resumed
2 momentum, posting a
2.3% Credit
goes to the rise in consumer
spending fueled by robust gains in
employment and household wealth.
Inflation remains well below the
Fed’'s 2% target.

PAGE increase.

Underwhelming

FUND SPONSOR

In the Callan Fund
4 Sponsor Database, cor-
PAGE  porate funds (-0.21%)
were the quarter’s worst performers
while Taft-Hartley plans (+0.33%)
were the best at the median. Taft-
Hartley funds benefited from a
smaller exposure to fixed income
versus their corporate peers.

Greek Gloom

Second Quarter 2015

Broad Market Quarterly Returns

U.S. Equity (Russell 3000
Non-U.S. Equity (MSCI ACWI ex USA

| +0.14%
W +0.72%

Emerging Equity (MSCI Em. Mkts.) |l +0.82%
-1.68% [ U.S. Fixed (Barclays Aggregate)
-1.54% [ Non-U.S. Fixed (Citi Non-U.S.)
Real Estate (NCREIF Property) [ +3.14%
-0.48% [ Hedge Funds (CS HFI)
Commodities (Bloomberg) [N +4.65%

Cash (90-Day T-Bills)

+0.01%

Sources: Barclays, Citigroup, Credit Suisse Hedge Index, Merrill Lynch, MSCI, NCREIF

Russell Investment Group, S&P Dow Jones

Rates Move Higher

Deal or No Deal

U.S. EQUITY

6 Large and small cap
stocks showed slightly

positive returns this quar-
ter (Russell 1000 Index: +0.1%
and Russell 2000 Index: +0.4%)
while mid cap trailed considerably
(Russell Mid-Cap Index: -1.5%).
Growth maintained its lead over
value in all capitalizations.

PAGE

NON-U.S. EQUITY

9 Non-U.S. markets man-

aged to end the quarter
with a slight gain (MSCI
ACWI ex USA Index: +0.72%)
despite heightened concerns about
Greece and China. Both the devel-
oped MSCI World ex USA Index
(+0.48%) and the MSCI Emerging
Markets Index (+0.82%) eked out
meager returns.

PAGE

U.S. FIXED INCOME

12

PAGE

The U.S. bond markets
experienced a backup
in interest rates as
Treasuries sold off and spread
sectors were mixed. The yield
curve steepened. The Barclays
Aggregate Index declined 1.68%.
The Barclays Corporate High
Yield Index was flat.

NON-U.S. FIXED INCOME

1 The debt standoff in

Greece and a bull mar-
ket reversal in developed
markets highlighted the sovereign
bond market. The unhedged Citi
Non-U.S. World Government
Bond Index (WGBI) declined
1.54%, while the hedged WGBI
plunged 3.20% due to a weakening
U.S. dollar.

PAGE

TDFs Win Quarter,

Mixed Messages A Seller’s Market Momentum Whiplash = Asset Flows

REAL ESTATE PRIVATE EQUITY HEDGE FUNDS DEFINED CONTRIBUTION

1 The NCREIF Property 1 9 Fundraising, venture 2 The Credit Suisse 21 The Callan DC Index™
Index advanced 3.14% investment, and IPOs Hedge Fund Index gained 2.15%, trailing

PAGE (126% income return; PACE  for both buyout and ven- PACE olipped 048%. The FACE the typical 2035 tar-

1.89% appreciation return). The | ture leaped in the second quarter. median manager in the Callan | get date fund (TDF), which rose

FTSE EPRA/NAREIT Developed
REIT Index (USD) declined 6.67%
and domestic REITs tracked by the
FTSE NAREIT Equity REITs Index
dropped 9.95%.

Buyout investment was flat and
M&A exit figures for both buyout and
venture were mixed. High prices are
muting private M&A volumes, but all
other activity measures soared.

Hedge Fund-of-Funds Database
inched ahead 0.23%. The quarter’s
most notable victim was Managed
Futures (-10.61%).

2.55%. DC plan balances grew by
2.76%. Nearly 66 cents of every
dollar that moved within DC plans
flowed to TDFs.
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Reversion to the Mean

U.S. ECONOMY | Jay Kloepfer

After stalling in the first part of 2015, the U.S. economic expan-
sion resumed in the second quarter with a 2.3% increase in
GDP. Real GDP growth measurement for the first quarter
proved to be a bumpy ride: the initial estimate of +0.2% was
revised to a 0.7% loss, then to a slighter drop of 0.2%, and
the most recent announcement swung back to black, albeit a
scant +0.6%. However we measure it, the weakness in the
first quarter was attributed to a strong dollar hurting exports,
harsh winter weather interfering with general economic activ-
ity, and a sharp decline in oil drilling due to plunging oil prices.
Labor stoppages in western ports added to the troubles. The
resumption in growth in the second quarter came from a rise
in consumption spending, fueled by robust gains in employ-
ment and household wealth. Consumer confidence rose
through much of the quarter, although the events in Greece
and China in June likely sapped some of that confidence. The
housing market recovery continued to take shape, prodded
by the same economic news that drove consumption (jobs,
household wealth, and consumer confidence). While some of
the data send mixed messages, growth in the U.S. economy
is reverting to its underlying 2.5%-3% long-term average rate.

The job market posted solid gains during the first half of 2015,
averaging 195,000 per month in the first quarter and 221,000
per month in the second. The year-over-year gain in jobs
through June reached just short of three million, the largest
gain for the July-June period since 2000. The unemployment
rate fell to 5.3% in June. While these data confirm that the
first-quarter GDP weakness was an anomaly, the Fed remains
concerned about key characteristics of the U.S. labor market.
Much of the improvement in the unemployment rate has been
the result of discouraged workers leaving the labor force. The
labor force participation rate fell to 62.6% in June, a 38-year
low. Wage growth has been positive but modest, rising 2%
year-over-year through June, suggesting continued slack in
the labor market despite the reported job gains.

Quarterly Real GDP Growth (20 Years)
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Source: Bureau of Economic Analysis

Inflation Year-Over-Year

@® CPI (All Urban Consumers) @ PPI (All Commodities)

S5 1
9596 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 1415

Source: Bureau of Labor Statistics

Inflation remains well below the Fed’s 2% target. Headline CPI
was flat in June compared to one year earlier due to sharply
falling energy prices in the latter half of 2014. Core CPI, which
excludes food and energy, was up 1.8% in June year-over-year,
pushed up by health care and housing costs. The sharp drop
in energy prices provided a windfall of sorts for consumers,
enabling them to direct spending to other categories, such as
cars and other durable goods.
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Household net worth reached $85 trillion in the first quarter of
2015, fueled by rising home prices and the strong U.S. stock
market. Net worth is now 25% higher than its 2007 pre-financial-
crisis peak. This improvement in net worth, combined with the
solid job market gains, has led to a buoyed level of consumer
confidence and resulted in broad consumer spending, strong
auto sales, and perked up interest in the housing market. Home
prices are rising everywhere, but at varying rates; gains have
averaged 5% year-over-year over the past 12 months. Existing
home sales rose 3.2% in June to a 5.49 million-unit annual rate,
while new home sales are running at a 545,000-unit rate; both
rates are multi-year highs, but substantially below the peaks set
prior to 2007. Inventories remain tight, despite the rising prices.
One factor is the existing supply of homes that remain under
water relative to their mortgage; recent estimates place this
inventory at five million.

Capital spending by sector was all over the map during the first
half of 2015. Spending on buildings suddenly surged during the
second quarter. Spending on R&D and software continues to
grow at a solid rate, while spending on equipment has stalled
over the past four quarters. These three sectors drove busi-
ness investment spending for several years after the recession.
Spending on mining and oil wells collapsed, formerly another
source of recent robust investment growth. Taken as a whole,
capital spending stumbled in the fourth quarter of 2014 and
suffered a weaker-than-expected first half of 2015, most likely
because economic growth was interrupted.

U.S. exports of goods plunged in the first quarter of 2015,
sapped by the surging dollar and uncertain economic growth.

However, imports continued to increase and the combined effect

Recent Quarterly Indicators

U.S. ECONOMY (Continued)

The Long-Term View

2015 |Periods ended December 31, 2014
Index 2nd Qtr Year 5Yrs 10Yrs 25Yrs
U.S. Equity
Russell 3000 0.14 1256 15.63 7.94 9.78
S&P 500 0.28 13.69 1545 7.67 9.62
Russell 2000 0.42 489 1555 7.77 9.75
Non-U.S. Equity
MSCI EAFE 0.62 -4.90 5.33 4.43 4.31
MSCI Emerging Markets 0.82 -1.82 21 8.78 8.83
S&P Ex-U.S. Small Cap 4.61 -3.42 8.52 6.84 5.48
Fixed Income
Barclays Aggregate -1.68 5.97 4.45 4.71 6.49
90-Day T-Bill 0.01 0.03 0.09 1.54 3.24
Barclays Long G/C -7.22 19.31 9.81 7.36 8.49
Citi Non-U.S. Govt -1.54 -2.68 0.85 2.64 6.21
Real Estate
NCREIF Property 3.14 11.82  12.13 8.38 7.61
FTSE NAREIT Equity -9.95 30.14 16.88 8.31 11.25
Alternatives
CS Hedge Fund -0.48 4.13 5.88 5.82 --
Cambridge PE* - 2288 1740 14.02 1556
Bloomberg Commodity 4.66 -17.01 -653 -1.86 --
Gold Spot Price -0.96 -1.51 1.55 10.45 4.38
Inflation — CPI-U 1.07 0.76 1.69 212 2.52

*Private equity data is time-weighted return for period ended December 31, 2014.

Sources: Barclays, Bloomberg, Citigroup, Credit Suisse, FTSE, MSCI, NCREIF, Russell
Investment Group, Standard & Poor’s, Thomson/Cambridge.

of net exports (exports minus imports) subtracted 1.9% from
GDP growth. Exports rebounded in the second quarter, as the
impact of the dollar’s surge stabilized and a modest recovery
took hold in the euro zone. Exports rose by 5.3% and import
growth slipped from 7.1% in the first quarter to 3.5% in the sec-
ond; as a result, net exports no longer dragged on GDP growth.

Economic Indicators 2Q15 1Q15 4Q14 3Q14 2Q14 1Q14 4Q13 3Q13
Employment Cost-Total Compensation Growth 2.0% 2.6% 2.2% 2.2% 2.0% 1.8% 2.0% 1.9%
Nonfarm Business—Productivity Growth 1.0%* -3.1% -2.1% 3.9% 2.9% -4.7% 3.0% 3.4%
GDP Growth 2.3% 0.6% 2.1% 4.3% 4.6% -0.9% 3.8% 3.0%
Manufacturing Capacity Utilization 77.2% 77.3% 77.8% 77.5% 77.1% 76.2% 76.4% 76.0%
Consumer Sentiment Index (1966=100) 94.2 95.5 89.8 83.0 82.8 80.9 76.9 81.6

*Estimate

Sources: Bureau of Economic Analysis, Bureau of Labor Statistics, Federal Reserve, IHS Economics, Reuters/University of Michigan

Knowledge. Experience. Integrity. ‘ 3



Returns Take a Semester Abroad

FUND SPONSOR | Kevin Nagy

Public markets experienced an up-and-down quarter, with
equity indices exhibiting slight gains while fixed income was
in the red. Non-U.S. equity markets (MSCI ACWI ex USA
Index: +0.72%) were able to overcome uncertainty in Greece
and a large sell-off in China to beat U.S. equity (Russell 3000
Index: +0.14%) for the second straight quarter. Both U.S. and
non-U.S. fixed income markets suffered losses (Barclays
Aggregate: -1.68%, Citi Non-U.S. World Government Bond
Index-Unhedged: -1.54%).

As seen in the Callan Fund Sponsor Quarterly Returns chart,
performance was tepid at best. Corporate funds were the
worst performers across all percentiles shown, while Taft-
Hartley plans (+0.33%) were the best at the median. The 10th
percentile’s performance displayed moderate dispersion, with
Taft-Hartley plans (+0.96%) coming in first place and endow-
ments/foundations (+0.80%) second. Dispersion in the bottom
decile was highest, with endowments/foundations (-0.32%) in
the lead and corporate plans (-2.86%) bringing up the rear.

Callan Fund Sponsor Quarterly Returns

I
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0% —— m— I | —
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7 [
2% --- - I ———————————————————————————————
_3% 777777777777777777777777777777777777777777777777777777
Public Corporate Endow/Fndn Taft-Hartley
Database Database Database Database
10th Percentile 0.64 0.39 0.80 0.96
25th Percentile 0.38 0.12 0.44 0.65
Median 0.10 -0.21 0.27 0.33
75th Percentile -0.18 -0.89 0.02 -0.05
90th Percentile ~ -0.58 -2.86 -0.32 -0.36

Source: Callan

In terms of asset allocation and its impact on performance,
Taft-Hartley funds benefited from a smaller exposure to fixed
income when compared to their corporate peers. They were
also helped by a strong performance from private real estate
(NCREIF Property Index: +3.14%). Corporate funds were hurt
by larger allocations to U.S. fixed income than the other fund

Database Median and Index Returns* for Periods ended June 30, 2015

Fund Sponsor Quarter 2 Quarters Year 3 Years 5 Years 10 Years
Public Database 0.10 243 3.20 10.30 10.41 6.57
Corporate Database -0.21 2.15 2.94 9.72 10.57 6.79
Endowments/Foundations Database 0.27 2.56 2.34 10.03 9.89 6.53
Taft-Hartley Database 0.33 2.64 4.10 10.74 10.81 6.28
Diversified Manager Quarter 2 Quarters Year 3 Years 5 Years 10 Years
Asset Allocator Style -0.25 1.46 3.89 9.98 10.51 6.77
U.S. Balanced Database -0.19 2.00 2.76 11.30 11.55 6.65
Global Balanced Database -0.89 1.44 -0.06 8.00 8.88 6.58
60% Russell 3000 + 40% Barclays Agg -0.59 1.12 5.10 11.23 11.98 7.08
60% MSCI World + 40% Barclays Glbl Agg -0.29 0.33 -2.04 8.04 8.72 5.50

*Returns less than one year are not annualized.
Sources: Callan, Barclays, MSCI, Russell Investment Group
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types. As in the first quarter, corporate funds had the widest
dispersion between top and bottom percentiles, due to some
plans employing liability-driven investment (LDI) programs.

Taft-Hartley funds were the top performers in all noted time
periods except for the 10-year period, which went to corporate
funds. All fund types for that long-term time period displayed
very similar performance in the 6% to 7% range.

Callan Fund Sponsor Average Asset Allocation

FUND SPONSOR (Continued)

Despite trailing in the most recent quarter, the U.S.-focused
60% Russell 3000 + 40% Barclays Aggregate (-0.59%) has out-
performed the global 60% MSCI World + 40% Barclays Global
Aggregate benchmark (-0.29%) for every other time period.
Callan’s U.S. Balanced Database group has also outperformed
the Global Balanced Database group in every period shown.

@ U.S. Equity
® Non-U.S. Equity
® Global Equity

Taft-Hartley

0.33%
Endowment/

Foundation
0.27%

*Latest median quarter return.
Source: Callan

Callan Public Fund Database Average Asset Allocation

@® U.S. Fixed
@® Non-U.S. Fixed
@ U.S. Balanced
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@ Real Estate
© Hedge Funds

@ Other Alternatives
@ Cash

Corporate
-0.21%

(10 Years)

100%
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Underwhelming

U.S. EQUITY | Lauren Mathias, CFA

The second quarter got off to a promising start through April and
May. In June, however, the S&P 500 Index dropped almost 2%,
reducing U.S. equity results for the three-month period to 0.28%.
Before declining, market indices reached new peaks—most
notably the NASDAQ Composite surpassed the all-time high it
previously set in March 2000.

Despite underwhelming equity results, the U.S. economy does
have some tailwinds. June’s unemployment rate declined to
5.3%, housing improved as more Americans took out mort-
gages, and consumer confidence ticked higher. However, the
Fed’s concerns about economic growth persisted, further delay-
ing a potential increase in interest rates. Underlying U.S. funda-
mentals appear solid, with corporate profit margins near highs
and leverage well below historical averages. This is reflected in
valuations with current P/E ratios across market capitalizations
above 20-year averages.

Large and small cap stocks showed slightly positive returns this
quarter (Russell 1000 Index: +0.1% and Russell 2000 Index:
+0.4%) while mid cap trailed considerably (Russell Mid-Cap

Economic Sector Quarterly Performance

Index: -1.5%). Growth maintained its lead over value in all capi-
talizations, but most dramatically in small cap (Russell 2000
Growth Index: +2.0% and Russell 2000 Value Index: -1.2%).
Small cap growth continued to beat small cap value in all annu-
alized time periods of less than 10 years. Micro caps and mega
caps both advanced (Russell Microcap Index: +2.8% and
Russell Top 50: +1.5%).

Sectors exhibited divergent quarterly results across market capi-
talizations. Small cap Materials declined sharply versus a slight
dip in large cap. Health Care boosted both large and small mar-
ket caps but was much stronger in small cap. Utilities were the
worst-performing sector across capitalizations as interest-rate-
sensitive securities declined. On a positive note, M&A activity
remained strong, with deal flow increasing across most sectors.

Notably, active management is having the most successful year
since the financial crisis; almost half of active large cap man-
agers have outperformed in 2015 thus far. This contrasts with
assets that continue to flow to passive strategies, which have
grown to be one-third of U.S. equity AUM.

@® Russell 1000 @ Russell 2000

10%
5.8% |
5%

0%

-5%

-10%
Health Care Information

Technology

Consumer Financial

Discretionary

Telecomm

Source: Russell Investment Group

Industrials Utilities

Consumer
Staples

Materials Energy

s | Callan



U.S. EQUITY (Continued)

Rolling One-Year Relative Returns (vs. Russell 1000) Callan Style Group Quarterly Returns

® Russell 1000 Growth @ Russell 1000 Value @ Russell 1000

0% [ ]
20% P |
[ == — j—
10% 0% | o | @ | - -_
0% ]
L T
Large Cap Large Cap Small Cap Small Cap
-10% Growth Style  Value Style Growth Style Value Style
10th Percentile 2.34 1.45 4.80 1.87
25th Percentile 1.63 1.17 3.42 1.14
-20% Median 0.71 0.52 2.30 0.45
75th Percentile  -0.01 -0.11 1.16 -0.97
90th Percentile  -0.49 -0.72 0.01 -2.20
—30%"\H‘H\‘\H‘\H‘H\‘\H‘\H‘H\‘\H‘H\‘H\‘\H‘H\‘\H‘\H‘H\‘\H‘\H‘H\‘\‘ R1000GI’OWth R1000Va|ue RZOOOGFOWth Rzooovalue
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Source: Russell Investment Grou
P Sources: Callan, Russell Investment Group

U.S. Equity Index Characteristics as of June 30, 2015

S&P 500 Rus 3000 Rus 1000 Rus Midcap Rus 2500 Rus 2000
Cap Range Min ($mm) 1,735 24 354 354 24 24
Cap Range Max ($bn) 722.58 722.58 722.58 28.09 10.80 4.70
Number of Issues 502 3,004 1,029 829 2,494 1,975
% of Russell 3000 80% 100% 92% 28% 19% 8%
Wtd Avg Mkt Cap ($bn) 127.97 103.44 112.50 12.16 4.06 1.89
Price/Book Ratio 2.7 2.6 2.7 2.5 2.2 2.1
Forward P/E Ratio 16.4 17.2 16.9 19.0 19.8 20.9
Dividend Yield 2.1% 1.9% 2.0% 1.6% 1.4% 1.3%
5-Yr Earnings (forecasted) 10.3% 11.2% 11.1% 12.9% 13.0% 13.5%

Sources: Russell Investment Group, Standard & Poor’s
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U.S. EQUITY (Continued)

Style Median and Index Returns* for Periods ended June 30, 2015

Large Cap Equity Quarter 2 Quarters Year 3 Years 5 Years 10 Years
Large Cap Core Style 0.42 1.82 8.00 18.21 17.89 8.39
Large Cap Growth Style 0.71 4.57 11.86 18.87 18.54 9.37
Large Cap Value Style 0.52 0.86 5.23 18.26 17.08 7.69
Aggressive Growth Style 1.49 6.77 10.44 17.74 17.31 9.83
Contrarian Style 0.40 0.65 5.46 17.91 16.74 7.94
Yield-Oriented Style -0.15 0.02 4.25 15.70 15.99 8.28
Russell 3000 0.14 1.94 7.29 17.73 17.54 8.15
Russell 1000 0.11 1.71 7.37 17.73 17.58 8.13
Russell 1000 Growth 0.12 3.96 10.56 17.99 18.59 9.10
Russell 1000 Value 0.1 -0.61 4.13 17.34 16.50 7.05
S&P Composite 1500 0.17 1.57 7.31 17.41 17.39 8.08
S&P 500 0.28 1.23 7.42 17.31 17.34 7.89
NYSE -0.20 0.94 0.79 14.49 15.46 7.67
Dow Jones Industrials -0.29 0.03 7.21 13.77 15.41 8.32
Mid Cap Equity Quarter 2 Quarters Year 3 Years 5 Years 10 Years
Mid Cap Core Style -1.08 4.51 7.73 21.22 19.70 10.21
Mid Cap Growth Style 0.57 6.52 10.75 18.44 18.36 10.48
Mid Cap Value Style -1.45 1.76 4.46 19.31 17.63 9.77
Russell Midcap -1.54 2.35 6.63 19.26 18.23 9.40
S&P MidCap 400 -1.06 4.20 6.40 18.60 17.82 9.74
Small Cap Equity Quarter 2 Quarters Year 3 Years 5 Years 10 Years
Small Cap Core Style 0.55 5.53 7.98 20.57 19.28 9.55
Small Cap Growth Style 2.30 8.37 11.25 19.92 19.56 10.35
Small Cap Value Style 0.45 3.09 4.44 18.61 17.48 8.99
Russell 2000 0.42 4.75 6.49 17.81 17.08 8.40
S&P SmallCap 600 0.19 4.16 6.72 18.81 18.44 9.27
NASDAQ 2.03 5.90 14.44 20.94 20.26 10.42
Smid Cap Equity Quarter 2 Quarters Year 3 Years 5 Years 10 Years
Smid Cap Broad Style 0.58 7.08 8.81 19.15 18.93 10.06
Smid Cap Growth Style 1.82 8.64 10.75 19.12 19.75 10.14
Smid Cap Value Style -0.66 2.77 4.88 19.11 17.63 9.90
Russell 2500 -0.34 4.81 5.92 18.66 17.85 9.09
S&P 1000 -0.68 4.20 6.51 18.68 18.02 9.58
Russell 3000 Sectors Quarter 2 Quarters Year 3 Years 5 Years 10 Years
Consumer Discretionary 1.36 6.10 14.73 22.99 23.12 9.98
Consumer Staples -1.65 -0.42 9.54 14.64 17.00 10.82
Energy -1.94 -4.13 -24.31 5.19 10.03 6.42
Financials 1.08 0.40 9.09 19.28 1417 1.40
Health Care 3.38 11.45 26.47 28.19 24.58 12.03
Industrials -2.53 -2.14 1.70 17.95 17.40 8.58
Information Technology 0.20 1.88 11.20 16.89 17.65 9.88
Materials -0.97 0.03 -2.31 13.20 14.59 9.38
Telecommunications 1.63 3.56 1.69 7.56 14.16 7.32
Utilities -6.31 -10.58 -3.88 8.54 12.65 7.02

*Returns less than one year are not annualized.
Sources: Callan, Dow Jones & Company, Russell Investment Group, Standard & Poor’s, The NASDAQ Stock Market
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Greek Gloom

NON-U.S. EQUITY | Irina Sushch

Non-U.S. markets managed to eke out a slightly positive
return (MSCI ACWI ex USA Index: +0.72%) despite height-
ened concerns about Greece and China. Even with a “Grexit”
looming, China threatened to steal the spotlight—its Shanghai
Composite Index dropped nearly 20% in the final weeks of the
quarter. Before nosediving, the Index was at a seven-year high
and up roughly 150% from year-end 2013.

Both the developed MSCI World ex USA Index (+0.48%) and
the MSCI Emerging Markets Index (+0.82%) delivered meager
returns. Small cap stocks continued to climb amid the macro
chaos (MSCI ACWI ex USA Small Cap Index: +4.22%). In
international sectors, Energy (+2.59%) was boosted by rising
oil prices. Telecommunications (+3.58%) gained on significant
M&A activity. Information Technology (-2.56%) was the weakest
sector, dragged down by low earnings in the first quarter. Global
uncertainty, stunted earnings, and rising rates undermined the
remaining non-U.S. sectors.

European stocks failed to impress (MSCI Europe Index:
+0.36%). Greece continued to dampen investors’ spirits,
ending the quarter with a missed €1.55 billion payment to
the International Monetary Fund. Germany slipped 5.59%,
red across every sector due to slowing GDP growth. Health
Care was a big detractor (European Health Care: -1.19%).
Information Technology (-2.44%) and Industrials (-1.60%)
stocks struggled.

The MSCI Pacific Index (+1.14%) surpassed Europe by 78
bps, owing mainly to upbeat markets in Hong Kong (+5.56%)
and Japan (+3.09%). Hong Kong experienced a flood of
investment from China. Japan’s GDP grew at an annualized
3.9% in the first quarter of 2015, and Japanese Financials
were up 9.36% as banks benefitted from aggressive central
bank policies. New Zealand (-13.08%) and Australia (-6.19%)
fell deep into the red as their major exports (dairy and metals,

Major Currencies’ Cumulative Returns (vs. U.S. Dollar)

@ Japanese yen @ UK. stering @ German mark euro*

40% |1y
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*euro returns from 1Q99
Source: MSCI
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Median 1.15 1.56 0.64 4.62
75th Percentile 0.42 0.67 0.18 3.01
90th Percentile 0.00 -0.12 -0.92 2.20
MSCI MSCI MSCI MSCI ACWI
World ACWI ex USA Emg Mkts ex USA SC
Benchmark 0.31 0.72 0.82 4.22

Sources: Callan, MSCI

respectively), were heavily affected by the mounting crisis in
China’s stock market. So far in 2015, the kiwi has fallen 13.3%
against the U.S. dollar. Financials in Australia (-7.79%) were
hammered by sluggish growth in the second quarter.
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NON-U.S. EQUITY (Continued)

Although emerging market Energy stocks rose 8.62% due
to climbing oil prices, the MSCI Emerging Markets Index
(+0.82%) was hindered by Information Technology (-3.84%).
MSCI Emerging Markets Asia (-0.04%) was chock full of
negative stories. Indonesia (-13.82%), Malaysia (-7.88%),
and Thailand (-3.30%) all experienced lethargic economic
growth. Tech stocks impeded equity markets in South Korea
and Taiwan. In India, subsiding growth along with lower-than-
expected IT sales made for a weak quarter (-3.61%). China
managed to gain 6.21% due to even lower interest rates and
less restrictive real estate policies. However, China’s markets
were volatile throughout the quarter and crashed in the final
two weeks. Russia (+7.70%) and Brazil (+7.02%) were bright
spots, both buoyed by climbing commodity prices. Brazil's
government is promising budget cuts, and Russia further cut
interest rates to 11.5%. In Greece, equities gained 5.35% for
the quarter in spite of the ongoing debt crisis, which damaged
returns across the globe.

Quarterly Return Attribution for EAFE (U.S. Dollar)
Country Total Local Currency Wtg
Australia -6.19% -6.75% 0.61% 6.87%
Austria 3.18% -0.54% 3.74% 0.17%
Belgium 1.04% -2.60% 3.74% 1.30%
Denmark 2.36% -1.48% 3.89% 1.66%
Finland -3.89% -7.36% 3.74% 0.82%
France 0.31% -3.31% 3.74% 9.69%
Germany -5.59% -8.99% 3.74% 8.89%
Hong Kong 5.56% 5.56% 0.01% 3.25%
Ireland 8.52% 4.60% 3.74% 0.37%
Israel -1.50% -6.57% 5.42% 0.60%
Italy 2.49% -1.21% 3.74% 2.41%
Japan 3.09% 5.19% -1.99% 22.88%
Netherlands 2.81% -0.90% 3.74% 2.77%
New Zealand -13.08% -3.62% -9.81% 0.13%
Norway 3.31% 0.86% 2.44% 0.64%
Portugal 2.00% -1.68% 3.74% 0.15%
Singapore -0.06% -1.86% 1.87% 1.43%
Spain -2.05% -5.58% 3.74% 3.51%
Sweden -2.95% -6.63% 3.94% 2.93%
Switzerland 1.01% -2.82% 3.93% 9.23%
U.K. 2.99% -2.79% 5.94% 20.29%

Sources: MSCI, Russell Investment Group, Standard & Poor’s.

Quarterly Return

s: Strong and Struggling Sectors
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NON-U.S. EQUITY (Continued)

Rolling One-year Relative Returns  (vs. MSCI World ex USA) Regional Quarterly Performance (U.S. Dollar)

® MSCI Pacific ® MSCI Europe @ MSCI World ex USA

viso Japan I 3 0%

MsCI Emerging Markets [l ©0.82%
msciACWI ex USA [ 0.72%
MscCl World ex USA [l 0.48%

mscl Europe [l 0.36%

-2.48% [ V'sC! Pacific ex Japan

Source: MSCI
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Source: MSCI
Style Median and Index Returns* for Periods ended June 30, 2015
Non-U.S. Equity Quarter 2 Quarters Year 3 Years 5 Years 10 Years
Non-U.S. Equity Style 1.56 6.63 -1.66 12.62 10.47 6.45
MSCI EAFE 0.62 5.52 -4.22 11.97 9.54 5.12
MSCI EAFE (local) -1.82 8.82 11.78 18.08 11.27 5.41
MSCI ACWI ex USA 0.72 4.35 -4.85 9.92 8.23 6.01
MSCI ACWI ex USA Growth 0.74 5.67 -1.70 10.54 8.84 6.37
MSCI ACWI ex USA Value 0.71 2.97 -7.98 9.25 7.58 5.91
Global Equity Quarter 2 Quarters Year 3 Years 5 Years 10 Years
Global Equity Style 1.15 4.24 3.60 15.39 13.79 7.63
MSCI World 0.31 2.63 1.43 14.27 13.10 6.38
MSCI World (local) -0.69 414 8.41 17.01 13.79 6.36
MSCI ACWI 0.52 2,97 1.23 13.61 12.52 6.96
Regional Equity Quarter 2 Quarters Year 3 Years 5 Years 10 Years
MSCI Europe 0.36 3.82 -7.65 12.37 10.02 5.03
MSCI Europe (local) -3.91 7.25 6.99 15.16 10.37 5.49
MSCI Japan 3.09 13.62 8.31 13.30 8.80 4.23
MSCI Japan (local) 5.19 15.96 30.83 30.66 16.09 5.27
MSCI Pacific ex Japan -2.48 0.58 -6.79 7.53 8.70 7.94
MSCI Pacific ex Japan (local) -2.99 4.75 6.96 14.39 9.59 7.45
Emerging/Frontier Markets Quarter 2 Quarters Year 3 Years 5 Years 10 Years
Emerging Market Style 0.64 2.35 -5.34 4.86 4.67 8.97
MSCI Emerging Markets 0.82 3.12 -4.77 4.08 4.03 8.46
MSCI Emerging Markets (local) 0.82 5.80 6.63 9.01 7.30 10.06
MSCI Frontier Markets -0.05 -3.15 -13.93 12.96 7.29 0.42
Non-U.S. Small Cap Equity Quarter 2 Quarters Year 3 Years 5 Years 10 Years
Non-U.S. Small Cap Style 4.62 10.78 0.38 17.42 14.21 9.08
MSCI World ex USA Small Cap 4.16 8.36 -3.96 13.60 11.10 6.30
MSCI ACWI ex USA Small Cap 4.22 8.32 -3.07 12.32 9.72 7.38
MSCI Emerging Market Small Cap 4.50 8.25 0.34 7.98 5.04 10.10

*Returns less than one year are not annualized.
Sources: Callan, MSCI
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Rates Move Higher

U.S. FIXED INCOME | Kevin Machiz, CFA, FRM

Interest rates moved higher in the second quarter given
upward pressure from global interest rates as deflationary fears
showed signs of relenting. The yield curve steepened after five
consecutive quarters of flattening. The Barclays Aggregate
Index fell 1.68%.

Short-term rates remained stable, as the Fed continued to
peg the federal funds and discount rates at 0.00%-0.25% and
0.75%, respectively. The 10-year U.S. Treasury yield rose 43
bps. Yields on longer-term bonds increased even more (30-
year U.S. Treasury yield: +59 bps).

The market’s expectation for the first hike in the fed funds
rate settled around the end of 2015. The breakeven inflation
rate (the difference between nominal and real yields) on the
10-year Treasury increased 12 bps to 1.89% as TIPS outper-
formed nominal Treasuries.

U.S. Treasury Yield Curves

Historical 10-Year Yields

@ U.S. 10-Year Treasury Yield @10-Year TIPS Yield @ Breakeven Inflation Rate

A%
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Source: Bloomberg

Callan Style Group Quarterly Returns

® June 30, 2015 ® March 31, 2015 @ June 30, 2014
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U.S. FIXED INCOME (Continued)

Fixed Income Index Quarterly Returns

Absolute Return Excess Return versus Like-Duration Treasuries

Barclays Aggregate -1.68%

Barclays Treasury -1.58%

BarclaysAgencess ~ wos% 0BBR 000 o0%l
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0.00% 0.69%

0.17%

Barclays Corp. High Yield

Source: Barclays

Effective Yield Over Treasuries

Relative to like-duration Treasuries, non-Treasury sectors

. ® U.S. Credit ® ABS Bellwether 10-Year Swa
saw scant gains (MBS: +0.05%; ABS: +0.21%) or nega- ® MBS ® CMBSERISA @ Barclays High Yield P
tive results. Investment-grade corporate spreads widened 0096

with Utilities, Financials, and Industrials underperforming
Treasuries by 1.41%, 0.61%, and 0.94% respectively.

High yield corporate bonds were among the best performers
in the U.S. fixed income market as some energy companies
rebounded strongly. The Barclays Corporate High Yield
Index ended the quarter unchanged. New issue activity is on

pace with the previous three calendar years. Year-to-date,
there was approximately $191 billion in new issuance of high

SB% | |
yield bonds. 05 06 07 08 09 10 11 12 13 14 15

Source: Barclays

U.S. Fixed Income Index Characteristics as of June 30, 2015

Barclays Indices Yield to Worst Mod Adj Duration Avg Maturity % of Barclays G/IC % of Barclays Agg
Barclays Aggregate 2.39 5.63 7.87 100.00%
Barclays Govt/Credit 2.24 6.09 8.33 100.00% 69.31%

Intermediate 1.74 3.94 4.28 79.77% 55.29%

Long-Term 4.20 14.58 24.32 20.23% 14.02%
Barclays Govt 1.47 5.44 6.68 56.76% 39.34%
Barclays Credit 3.25 6.95 10.51 43.24% 29.97%
Barclays MBS 2.78 4.61 7.06 28.11%
Barclays ABS 1.45 2.46 2.63 0.58%
Barclays CMBS 2.49 4.61 5.14 1.94%
Barclays Corp High Yield 6.57 4.36 6.41

Source: Barclays
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U.S. FIXED INCOME (Continued)

Style Median and Index Returns* for Periods ended June 30, 2015

Broad Fixed Income Quarter 2 Quarters Year 3 Years 5 Years 10 Years
Core Bond Style -1.56 0.14 212 2.46 3.97 4.94
Core Bond Plus Style -1.51 0.37 1.92 3.23 4.97 5.42
Barclays Aggregate -1.68 -0.10 1.86 1.83 3835 4.44
Barclays Govt/Credit -2.10 -0.30 1.69 1.76 3.52 4.38
Barclays Govt -1.50 0.08 2.27 0.93 2.63 3.99
Barclays Credit -2.88 -0.78 0.93 3.03 4.93 5.12
Citi Broad Investment Grade -1.66 -0.06 1.87 1.83 3E3i 4.53
Long-Term Quarter 2 Quarters Year 3 Years 5 Years 10 Years
Extended Maturity Style -7.61 -4.59 1.59 3.06 7.20 6.56
Barclays Long Govt/Credit -7.22 -4.11 2.32 2.61 6.79 6.18
Barclays Long Govt -8.10 -4.52 6.20 1.25 6.23 6.12
Barclays Long Credit -7.26 -4.42 -0.37 3.44 7.04 6.02
Citi Pension Discount Curve -11.07 -6.78 2.36 2.72 8.74 6.93
Intermediate-Term Quarter 2 Quarters Year 3 Years 5 Years 10 Years
Intermediate Style -0.61 0.79 1.70 1.96 3.09 4.54
Barclays Intermediate Aggregate -0.67 0.64 1.89 1.74 2.89 4.22
Barclays Intermediate Govt/Credit -0.62 0.82 1.68 1.60 2.79 4.02
Barclays Intermediate Govt -0.43 0.82 1.79 0.90 2.06 3.67
Barclays Intermediate Credit -0.94 0.82 1.51 2.88 4.19 4.80
Short-Term Quarter 2 Quarters Year 3 Years 5 Years 10 Years
Defensive Style 0.11 0.76 1.08 1.09 1.50 3.05
Active Duration Style -0.85 0.64 1.70 1.97 3.39 4.57
Money Market Funds (net of fees) 0.00 0.00 0.01 0.01 0.01 1.32
ML Treasury 1-3-Year 0.15 0.67 0.88 0.66 0.82 2.52
90-Day Treasury Bills 0.01 0.01 0.02 0.06 0.08 1.42
High Yield Quarter 2 Quarters Year 3 Years 5 Years 10 Years
High Yield Style 0.24 2.84 0.24 7.06 8.76 7.90
Barclays Corporate High Yield 0.00 2.53 -0.40 6.81 8.61 7.89
ML High Yield Master -0.04 2.49 -0.53 6.74 8.38 7.67
Mortgage/Asset-Backed Quarter 2 Quarters Year 3 Years 5 Years 10 Years
Mortgage Style -0.59 0.60 2.66 244 3.53 4.87
Barclays MBS -0.74 0.31 2.28 1.92 2.89 4.56
Barclays ABS 0.17 1.08 1.64 1.38 248 3.32
Barclays CMBS -1.06 0.69 1.91 3.28 5.53 5.12
Municipal Quarter 2 Quarters Year 3 Years 5 Years 10 Years
Barclays Muni -0.89 0.11 3.00 3.10 4.50 4.45
Barclays Muni 1-10-Year -0.51 0.32 1.74 2.10 3.22 3.89
Barclays Muni 3-Year -0.02 0.39 0.57 1.17 1.71 2.97
TIPS Quarter 2 Quarters Year 3 Years 5 Years 10 Years
Barclays TIPS Full Duration -1.06 0.34 -1.73 -0.76 3.29 4.13
Barclays TIPS 1-10 Year -0.15 1.06 -1.95 -0.54 2.36 3.70

*Returns of less than one year are not annualized.

Sources: Barclays, Callan, Citigroup, Merrill Lynch
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Deal or No Deal

NON-U.S. FIXED INCOME | Kyle Fekete

The developed fixed income markets were characterized by ris-
ing interest rates, reversing the downward trend over the past
several quarters. In a dramatic reversal, yield on German bunds
climbed to 0.76% in June, up from the all-time low of 0.05% in
mid-April. Rising interest rates were spurred by brighter news
in Europe as both hiring and private sector growth approached
four-year highs. In Europe, a whiff of inflation in May (+0.2%
month-over-month) provided some evidence that the European
Central Bank’s asset purchase program was working.

Concerns around Greece spread negativity throughout the mar-
kets; Italy and Spain were especially hard-hit. Unhedged returns

10-Year Global Government Bond Yields

in developed markets were generally negative in U.S. dollar terms
(Citi Non-U.S. World Government Bond Index: -1.54%). On a
hedged basis, all developed markets dropped as the U.S. dollar
lost ground versus most developed market currencies (Citi Non-
U.S. World Government Bond Index: -3.20%).

Emerging market dollar-denominated debt retreated as the
JPM EMBI Global Diversified Index dipped 0.34% in spite of
strong gains in Ukraine (+36.49%) and Venezuela (+12.73%).
Ukraine is negotiating with foreign bondholders to restructure
its debt. In spite of the strong quarter, it remains down 4.04%
year-to-date and 36.77% over the last 12 months. The local

Quarterly Return Attribution for Non-U.S. Gov’t Indices
(U.S. Dollar)

® US. Treasury @ Germany @ UK. @ Canada Japan
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Change in 10-Year Yields from 1Q15 to 2Q15

U.S. Treasury _ 43 bps
Germany N 5: bos
u.x. I 45 bps
Canada _ 33 bps

Japan 6 bps

Source: Bloomberg

Country Total Local Currency Wtg
Australia -2.18% 2.77% 0.61% 1.95%
Austria -1.56% -5.11% 3.74% 1.89%
Belgium -2.51% -6.02% 3.74% 2.98%
Canada -0.01% -1.43% 1.45% 2.54%
Denmark -3.10% -6.73% 3.89% 0.81%
Finland -0.41% -4.00% 3.74% 0.68%
France -1.63% -5.18% 3.74% 11.23%
Germany -0.94% -4.52% 3.74% 8.88%
Ireland -0.84% -4.42% 3.74% 0.92%
Italy -2.71% -6.22% 3.74% 11.23%
Japan -2.25% -0.26% -1.99% 32.73%
Malaysia -1.22% 0.64% -1.84% 0.62%
Mexico -2.48% 0.44% -2.91% 1.18%
Netherlands -1.29% -4.85% 3.74% 3.04%
Norway 1.67% -0.74% 2.44% 0.34%
Poland -2.02% -2.81% 0.81% 0.67%
Singapore 1.14% -0.72% 1.87% 0.45%
South Africa -1.79% -1.61% -0.18% 0.64%
Spain -2.49% -6.01% 3.74% 6.21%
Sweden 0.34% -3.46% 3.94% 0.58%
Switzerland 3.55% -0.37% 3.93% 0.37%
U.K. 2.00% -3.72% 5.94% 10.07%

Source: Citigroup
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NON-U.S. FIXED INCOME (Continued)

bond JPM GBI-EM Global Diversified Index also declined
(-0.96%). Russia was again the best performer among emerg-
ing markets, up nearly 12% for the quarter and 29% year-to-
date. Brazil’s (+6%) local bonds continued to bounce back from
a sell-off earlier in the year, while Turkey and Indonesia fell 5%

for the quarter.

Emerging Spreads Over Developed (By Region)

Greece missed a large payment to the International Monetary
Fund on June 30, which weighed heavily on investor senti-
ment. Negotiations between Greece and its lenders continued
but remained uncertain. Trading on Greek bonds halted; how-
ever, indications from dealers estimated two-year Greek debt
yields at about 50% and 10-year debt at nearly 20%.

Callan Style Group Quarterly Returns

® Emerging Americas @ Emerging EMEA (Europe, Middle East, Africa) @ Emerging Asia
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Sources: Callan, Citigroup, JPMorgan Chase & Co.
Style Median and Index Returns* for Periods ended June 30, 2015
Global Fixed Income Quarter 2 Quarters Year 3 Years 5 Years 10 Years
Global Style -1.74 -3.03 -6.49 -0.51 2.51 417
Citi World Govt -1.55 -4.02 -9.02 -2.45 1.05 3.07
Citi World Govt (Local) -2.67 -0.61 3.67 3.36 3.56 3.54
Barclays Global Aggregate -1.18 -3.08 -7.09 -0.81 2.07 3.54
Non-U.S. Fixed Quarter 2 Quarters Year 3 Years 5 Years 10 Years
Non-U.S. Style -1.52 -5.47 -12.50 -2.19 1.70 3.52
Citi Non-U.S. World Govt -1.54 -5.83 -13.49 -3.88 0.33 2.63
Citi Non-U.S. World Govt (Local) -3.20 -0.91 4.20 4.37 3.93 3.47
European Fixed Quarter 2 Quarters Year 3 Years 5 Years 10 Years
Citi Euro Govt Bond -1.87 -9.15 -15.07 2.27 3.25 3.49
Citi Euro Govt Bond (Local) -5.41 -1.34 2.49 6.16 4.85 416
Emerging Markets Fixed Quarter 2 Quarters Year 3 Years 5 Years 10 Years
JPM EMBI Global Diversified -0.34 167 0.51 4.30 6.77 7.45
JPM GBI-EM Global Diversified -0.96 -4.88 -15.39 -3.78 0.94 5.91

*Returns less than one year are not annualized.
Sources: Callan, Citigroup, JPMorgan Chase
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Mixed Messages

REAL ESTATE | Mike Pritts

It was a difficult second quarter for U.S. REIT indices as
pressure weighed heavily on global prices in anticipation of
increased government bond yields. Continued low oil prices
caused lingering concerns in U.S. oil-producing sub-markets.
Credit markets appeared open, although slowing to a degree.
The Fed stated in its June FOMC minutes that financing for
commercial real estate remained broadly available, although
the expansion of commercial real estate loans on banks’
books slowed in April and May. Spreads widened in the com-
mercial mortgage-backed securities (CMBS) market, which
can be attributed to a lack of liquidity and potential interest
rate hikes.

The NCREIF Property Index advanced 3.14% and recorded
a 1.26% income return and a 1.89% appreciation return. The
NCREIF Property Index cash flow return was 0.87% for the
quarter and 3.43% for the trailing four quarters. During the first
quarter, there were 134 asset trades, representing $7.1 billion
of overall transactional volume. This remains ahead of the $5.3
billion 10-year quarterly transaction average. The peak quar-
terly transaction volume over the prior 10-year period was $8.7
billion in the second quarter of 2007.

Pricing growth continued to characterize asset trades as equal-
weighted transactional capitalization rates dropped to 5.5%.
This reflects the lowest measure of the Index since the fourth
quarter of 2007. Over the course of the prior cycle, quarterly
equal-weighted transactional capitalization rates dipped to a
low of 5.46% in the fourth quarter of 2007 and expanded to a
peak of 8.46% in the third quarter of 2009. During the second
quarter of 2015, appraisal capitalization rates slightly increased
from 4.73% to 4.81%. As markets peaked over the prior cycle,
appraisal capitalization rates declined to a low of 4.89% in the
third quarter of 2008.

On a preliminary basis, the NCREIF Open End Diversified
Core Equity Index produced a 3.82% total return, comprising

a 1.19% income return and a 2.62% appreciation return. In the
listed real estate market, the FTSE EPRA/NAREIT Developed
REIT Index (USD) declined 6.67% and domestic REITs tracked
by the FTSE NAREIT Equity REITs Index dropped 9.95%.

In the U.S., all sectors declined. Self-Storage (-5.0%) led sec-
tor performance, followed by Lodging (-6.2%), Residential
(-6.4%), Office (-11.2%), Malls (-11.4%), Industrial (-12.6%),
and Healthcare (-14.3%). Domestic REITs raised $17.6 billion
(two initial public offerings, $436 million; 28 secondary offer-
ings, $6.7 billion; two preferred equity offerings, $391 million;
and 21 unsecured debt offerings, $10.2 billion).

In core Europe, falling unemployment rates, additional rounds
of European Central Bank stimulus, and a general inflow of
funds have led to a compression of prime office market capital-
ization rates—but spreads remain wide over sovereign yields.
The central London office market continues to have high occu-
pancy rates supported by strong employment growth and tight
supply. Overall, European office vacancy rates have continued
to decline, led by central London, major German cities, and
second-tier markets.

Rolling One-Year Returns
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REAL ESTATE (Continued)

In Japan the yen’s depreciation led to a very active second
quarter for real estate markets, which caused further capi-
talization rate compression in first-tier cities. Transaction
volumes in both China and Australia were muted as macro
concerns over Chinese market corrections escalated. A weak
Australian dollar attracted overseas investors, particularly
from within the Asia Pacific region.

NCREIF Transaction and Appraisal Capitalization Rates

CMBS issuance reached $27.5 billion in the first quarter of
the year, ahead of the $27.0 billion of issuance volume from
the quarter prior and $20.5 billion in the second quarter of
2014. Total issuance for the trailing 12 months was $107.7
billion, nearing rolling one-year issuance volumes not seen
since May 2008. Quarterly issuance volume between 2005
and 2007 ranged from $33.0 billion to a high of $73.6 billion in
the second quarter of 2007.

NCREIF Capitalization Rates by Property Type
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Callan Database Median and Index Returns* for Periods ended June 30, 2015
Private Real Estate Quarter 2 Quarters Year 3 Years 5 Years 10 Years
Real Estate Database (net of fees) 3.04 6.19 13.75 12.80 13.83 5.57
NCREIF Property 3.14 6.83 12.98 11.63 12.72 8.16
NFI-ODCE (value wtd. net) 3.15 6.41 12.92 11.91 13.24 5.81
Public Real Estate Quarter 2 Quarters Year 3 Years 5 Years 10 Years
REIT Database -9.53 -5.30 5.54 9.77 15.08 8.15
FTSE NAREIT Equity -9.95 -5.67 4.33 8.93 14.28 7.01
Global Real Estate Quarter 2 Quarters Year 3 Years 5 Years 10 Years
Global REIT Database -6.37 -1.96 2.02 10.40 13.16 717
FTSE EPRA/NAREIT Developed REIT -6.67 -2.78 0.41 9.50 12.38 6.20

*Returns less than one year are not annualized.
All REIT returns are reported gross in USD.
Sources: Callan, NAREIT, NCREIF, The FTSE Group.

NCREIF statistics are the product of direct queries and may fluctuate over time.
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A Seller’s Market

PRIVATE EQUITY | Gary Robertson

In fundraising, Private Equity Analyst reports that new second-
quarter commitments totaled $87.1 billion with 231 new partner-
ships formed, up 55% from the first quarter's $56.2 billion and
147 partnerships formed. If this momentum continues, 2015 could
cross the $300 billion mark. The 10 partnerships that raised the
most capital so far in 2015 account for 67% of the first-half total;
Blackstone VII was the largest at $17.5 billion.

According to Buyouts, the investment pace by funds into compa-
nies in the second quarter totaled 358 transactions, up slightly
from 333 deals in the first quarter of 2015. The announced aggre-
gate dollar volume was $24.3 billion, down from $34.9 in the first
quarter. Nine deals with announced values of $1 billion or more
closed in the second quarter, the largest being the $4.1 billion
Life Time Fitness and $3.4 billion Riverbed Technology take-pri-
vate transactions.

According to the National Venture Capital Association, second-
quarter investments in venture capital companies totaled $17.5
billion in 1,189 rounds of financing—the largest dollar volume
since the fourth quarter of 2000. The dollar volume and number
of rounds both increased compared to the first quarter’s $13.5
billion and 1,048 rounds. The largest was a $1.5 billion expan-
sion round by Airbnb.

Regarding exits, Buyouts reports that 135 private M&A exits of buy-
out-backed companies occurred during the second quarter, with 49

deals disclosing values totaling $35.8 billion. The M&A exit count

Private Equity Performance Database (%)

Funds Closed January 1 to June 30, 2015

Strategy No. of Funds Amt ($mm) Percent
Venture Capital 151 21,523 15%
Buyouts 139 93,821 65%
Subordinated Debt 17 3,814 3%
Distressed Debt 19 10,793 8%
Secondary and Other 13 6,250 4%
Fund-of-funds 39 7,103 5%
Totals 378 143,304 100%

Source: Private Equity Analyst

was about even with the first quarter, which had 136 private exits but
a slightly higher announced value of $36.9 billion. Buyout-backed
IPOs jumped to 17 issues in the second quarter floating $6.6 billion,
up from the six IPOs totaling $1.1 billion in the first quarter.

Venture-backed M&A exits totaled 70 transactions, with 14 dis-
closing a total dollar volume of $4.1 billion. The number of exits
declined from the first quarter's 94 company sales, but the
announced dollar volume increased from $2.2 billion. There were
27 VC-backed IPOs in the second quarter with a combined float of
$3.4 billion, 10 more than the first quarter’s 17 IPOs and more than

double the total issuance of $1.4 billion.

Please see our upcoming issue of Private Markets Trends for more
in-depth coverage.

Note: Transaction count and dollar volume figures across all private equity measures
are preliminary figures and are subject to update in subsequent versions of Capital
Market Review and other Callan publications.

(Pooled Horizon IRRs through December 31, 2014*)

Strategy 3 Months Year 3 Years 5 Years 10 Years 15 Years 20 Years
All Venture 11.8 239 18.7 16.5 10.4 583 28.0
Growth Equity 0.8 11.1 14.2 14.0 12.6 10.5 15.0
All Buyouts 2.3 9.6 15.2 14.4 12.7 11.4 13.2
Mezzanine 1.9 11.0 12.3 11.9 10.6 8.0 10.3
Distressed 0.2 7.5 14.5 12.5 10.7 11.3 11.6
All Private Equity 33 11.8 15.5 14.4 12.0 9.8 14.6
S&P 500 4.9 13.7 204 185 7.7 4.2 9.9

Private equity returns are net of fees.
Sources: Standard & Poor’s, Thomson/Cambridge
*Most recent data available at time of publication
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Momentum Whiplash

HEDGE FUNDS | Jim McKee

While Greece skidded toward default at quarter’s end, the Callan Style Group Quarterly Returns

rest of the world’s policy makers desperately tried to keep
their respective economies on a growth track. As China’s
nascent stock market surged and rolled over, President Xi
Jinping continued his formidable challenge to downshift its
investment-led economy to a consumer-powered one. Facing

tighter labor markets and greater consumer confidence at

home, the U.S. Federal Reserve steered markets resolutely DO
. L. . Absolute Return Core Diversified Long/Short Eq
toward rate hikes. After rising early in the quarter, markets FOF Style FOF Style FOF Style
. e 10th Percentile 1.16 0.90 1.94
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Giving up first-quarter gains, the 10-year Treasury fell 3.05%. Median 0.36 0.13 0.82
The Barcl Hiah Yield Ind +0.00% bsorbed widenin 75th Percentile -0.18 -0.34 0.01
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Sources: Callan, Merrill Lynch

lllustrating raw hedge fund performance without implementa-

tion costs, the Credit Suisse Hedge Fund Index (CS HFI)
slipped 0.48%. As a proxy to actively managed hedge fund
portfolios, the median manager in the Callan Hedge Fund-of-
Funds Database moved ahead 0.23%, net of all fees. Within
the CS HFI, those chasing momentum were hurt badly while
those focused on fundamentals survived unscathed, more or
less. The quarter’s most notable victim was Managed Futures
(-10.61%). The best-performing strategies for the quarter were

Convertible Arb (+2.49%), Equity Market Neutral (+2.12%),
and Risk Arb (+1.70%). Despite meager fuel from market beta,
Long/Short Equity gained 1.66%.

Within Callan’s Hedge Fund-of-Funds Database, market expo-
sures provided little traction in the second quarter. Nevertheless,
the median Callan Long/Short Equity FOF (+0.82%) edged out
the Callan Absolute Return FOF (+0.36%).

Database Median and Index Returns* for Periods ended June 30, 2015

Quarter 2 Quarters Year 3 Years 5 Years 10 Years

Hedge Fund-of-Funds Database 0.23 2.45 3.57 7.08 5.61 4.78
CS Hedge Fund Index -0.48 1.99 3.28 7.08 6.17 5.89
CS Equity Market Neutral 2.12 -0.40 -1.07 3.21 3.31 -1.20
CS Convertible Arbitrage 2.49 297 -1.05 3.61 4.82 5.05
CS Fixed Income Arbitrage 0.90 0.75 1.70 5.00 6.23 4.04
CS Multi-Strategy 0.24 3.24 6.45 9.00 8.45 6.86
CS Distressed -0.35 -0.10 -3.74 8.33 6.37 6.13
CS Risk Arbitrage 1.70 2.39 -2.04 2.71 2.57 3.96
CS Event Driven Multi-Strategy 0.73 2.89 -1.31 8.67 5.67 6.55
CS Long/Short Equity 1.66 3.53 6.01 10.84 7.82 6.69
CS Dedicated Short Bias -4.83 -8.88 -8.12 -17.00 -15.71 -9.68
CS Global Macro -1.80 2.59 4.79 4.84 5.99 7.68
CS Managed Futures -10.61 -4.07 12.86 2.92 2.87 3